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Theimportanceof theprofitabilityof publicenterprisefor capitalexpansion
anddevelopmenthasbeenhighlightedinvarioustudies,e.g.in [2], [4]and[5]. In














relativeinter-firmperformanceis thereforelimitedby the fact thatpricesare
administeredwithreferenceto productsandarenot tiedto firmexperience.But,








indicatorsisasimplerversionof theonedevelopedby Guptain [3].Theseventeen




ratiosspecifiedonthebasisof studiesby Ahmed[1], Gupta[3], Mohsin[8] and

















































Enterprise GrossProfit ValueAdded GrossProfit LabourShare
Code perEmployee perEmployee asPercentageof inValueAdded
(ThousandRs.) (ThousandRs.) ValueAdded (percent)
Low-performingEnterprises2
1 -6.12 18.43 -33.20 69.86
5 -10.42 6.08 -171.50 361.29
12 -52.73 48.46 -108.80 70.11
22 0.33 17.28 1.90 85.50
24 -364.91 9.01 -405.20 291.72
25 8.29 16.14 -51.30 95.58
26 4.95 8.68 57.10 192.36
40 -55.04 1.47 -373.00 1113.04
41 -12.56 2.48 -506.80 283.76
High-performingEnterprises3
11 31.40 51.10 61.50 75.11
14 24.80 24.05 103.10 68.93
15 95.66 144.10 66.40 22.74
23 14.80 35.29 41.90 58.46
35 59.80 90.31 66.20 30.13
38 129.04 776.90 16.60 3.99
39 51.62 81.45 63.40 29.03
42 91.00 372.35 24.40 35.97
150 Khwaja Sarmad Profitabilityof PublicEnterprises 151
It is interestingto notethatwhiletheinverserelationbetweenenterprisesize






thelogarithmof enterpriseassetshasbeenusedto capturetheeffectof enterprise
sizeon profit rateandthegrowthof assets(duringtheperiodfrom1977-78to











R2 for all enterpriseswaspartlydueto thedifferentbehaviourof largeandsmall
enterprises.
A negativerelationis foundbetweentheenterprisesizeandrateof profitfor
all enterprisesandfor largeonesaswell.Thereasonsfor thishavebeenexplained
earlierin thepaper.However,withinthegroupof smallenterprisesa positiverela-
tionshipis found,whichpointsto theexistenceof a certaincriticalevelbeyond
whichenterprisesizebeginsto exerta negativeinfluenceon theprofitrate.The
signfor thegrowthrateofthevariableforassetsi positiveandhighlysignificantfor
allgroups.Thisis explainedpartlyby thefactthatduringtheperiodfrom1977-78














lower,showingthat the largevariationwasdueto the presenceof the poorly
performingenterprises,whichhaveaverylowrateofprofit.
Thelowerprofitratein biggerenterprisescanbedueto tworeasons.First,
suchenterpriseshavea largeshareof thetotalsupplyof theproductandbecauseof
lesscompetitionhavelittle incentiveto improveefficiency.Secondly,giventhe
limitedsizeof thedomesticmarket,capacityutilizationin largeenterprisesis low,








Asset-Size All Enterprises All EnterprisesExcludingSlack
Group Numberof RateofProfit Numberof RateofProfit
(MillionRupees) Enterprises (percent) Enterprises (percent)
Above750 6 7.69(5.49) 5 9.05(5.01)
500to749 6 10.14(2.65) 6 10.14(2.65)
200to499 12 9.82(4.91) 11 10.69(4.35)
100to199 9 14.58(7.35) 9 14.38(7.35)
Below100 21 13.33(14.07) 14 . 20.12(12.10)
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To analysetheperformanceof publicenterprisesinPakistan,fourratioswere
selectedfromachoice-setof seventeenperformanceindicatorsonthebasisof their




resultof the aggravationof a decliningtrendin profitabilitywhichwasalready
presentintheearlieryearsofthe1977-78- 1981-82period.











profitrate,whichis explainedby theincreasein capacityutilizationof nearlyall
publicenterprisesduringtheyearsfrom1977-78to 1981-82.Thenegativerelation









PRGPIPRGP2PRGP3PRGP4PRGPs PRGP6PRGP7PRGPs PRGP9 PRGPIOPRNW1 PRNW2 PRRI PRD1 PRD2 PRD3 PRD4
95.0 49.4 23.4 83.7 43.5 20.7 50.7466.05 55.7 12.5 688.6 688.6 23.5 454.8 - - -
41.3 21.1 19.6 35.1 19.4 19.1 21.7 26.3 37.8 11.1 89.1 39.6 14.5 93.8 40.48 36.8 9.1
33.7 19.9 17.5 32.8 18.3 16.8 21.5812.1 20.8 8.7 75.6 38.4 12.6 10.5 12.58 24.3 8.3
23.68 18.8 17.3 18.68 18.0 14.8 6.1 8.8 12.5 5.2 62.5 29.6 7.8 1.5 11.2 23.1 8.08
21.2 14.4 11.2 15.3 11.6 11.2 6.0 5.7 4.8 4.1 46.6 23.4 '7.5 - 10.78 13.2 6.7
18.28 11.2 10.1 14.68 11.2 8.2 5.8 3.1 2.6 4.0 35.2 12.8 4.1 - 6.2 11.68 6.2
18.08 11.1 9.1 12.4 9.3 7.6 5.5 1.98 1.98 2.48 24.5 10.3 0.6 - 5.9 10.9 6.0
15.4 7.95 6.08 12.1 6.45 2.95 4.35 1.3 1.5 1.85 15.8 6.2 0.5 - 5.05 10.88 5.75
13.9 4.3 3.9 11.6 3.1 2.8 1.6 1.2 1.1 1.15 (-) 5.48 (-)5.45 -1.85 - 3.85 9.15 4.6 'is'
12.4 4.25 3.05 10.0 1.95 1.75 1.0 1.1 0.85 1.1 (-)38.95 (-) 38.95 -2.65 - 3.45 8.7 4.1 ...
10.15 2.55 2.35 7.65 1.85 1.45 -18.95-1.35 -'1.38 - 1.85 (-) 45.65 (-) 45.65 -3.15 - 3.0 8.65 4.05
10.0 2.35 2.15 6.25 1.65 1.25 -20.75-4.85 -3.45 -4.15 (-)135.55(-)135.55 -7.35 - 2.75 8.15 3.35
2.58 1.38 1.25 0.95 0.55 0.45 -22.75-7.25 -6.55 -8.05 (-)154.95(-)154.98 -9.75 - 2.3 6.45 3.15
-6.15 -0.45 -0.48 -8.75 -0.65 -0.65 -28.95_26.65-10.85 -12.55 (-)173.15(-)173.15 -9.75 - 1.65 6.25 3.15
31.45 -6.65 -5.85 -43.95 -9.28 -8.15 -135.45-12.15-12.05 -12.65 (-)422.15(-)422.15 -9.75 - 0.9 3.4 0.95
71.15-14.1f -10.68-111.58-21.95-16.75 -153.95-13.75-20.25 -39.05 (-)571.85(-)571.45-12.35 - 0.3 0.25 0.15
Source: Calculatedfrom[9J.
Notes: (i) 5denote8alowperformingenterpri5e.






Rank PRGP3 PRGP9 PRR1 PRD4 Rank PRGP3 PRGP9 PRR1 PRD4
1 14 14 19 18 28 16 48 20 35
2 39 39 38 46 29 54 30 8 16
3 3 13 42 38 30 23 46 53 52
13 11 35 36 31 30 45
i:!'
4 52 51 <:>-::::-.
5 11 3 14 34 32 27 53 37 4
6 35 35 23 49 33 7 34 50 48*
<:>--7 9 38 39 47 34 49 54 33 12 ;:;.
8 10 42 36 42 35 50 34 5 9 ...'"
9 15 10 46 15 36 47 49 29 3 ...
1:;'
10 4 44 48 32 37 19 43 4 7
11 34 9 47 8 38 31 50 27 24
12 44 4 49 20 39 45* 47 2 37
13 38 23 45 23 40 2 26 18 29
14 6 15 30 53 41 52 37 li.* 44
15 28 6 11 40 42 53 19 1 30
























































































PRGP1 : GrossProfit/Sales(Netof Excise)
PRGP2 GrossProfit/TotalAssets
PRGP3 : GrossProfit/TotalAssets& AccumulatedDepreciation
PRGP4 : GrossProfitlessDepreciation/Sales(Netof Excise)
PRGPs : GrossProfitlessDepreciation/TotalAssets































PRR1 : RetainedProfit& DepreciationProvision/Debt
IV. DistributionRatios
PRD1 TotalDividend/NetProfitaftertax
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Commentson
"The Profitability of Public Enterprisesin Pakistan"
Thispaperontheevaluationof publicenterprisesbreaksfreshground.Profit-
abilityratioshavebeenusedextensivelyin theWest,buthavehardlybeentouched
in theunderdevelopedcountries(UDCs). I shallpointoutlaterthattheextension
of thisanalysisto theUDCsis anon-trivialexercise.Theonlyattemptinthisdirec-
tion wasa verylimitedoneby Gupta[2]. I shouldlike,here,to discussthe
problemsof extensionjustmentioned,themethodologyusedin thepaper,thein-
sightsit providesandthepossiblextensionsof thiswork.
A fundamentalproblemfor economistsof the UDCs is thatthemethods
developedin theWestrelyon assumptionsthatarelargelyinvalidin a UDC. In
particular,the statisticalmethodso essentialfor quantitativeeconomicanalysis
in theWestcannotalwaysbereliedoninsmallereconomies.Newmethodsneedto
be developedwhicharenot elaborationsof the highlysophisticatedtechniques
recentlydevelopedbutsimpleapproachesthattakeafreshlookattheoldeconomic
problemsin anentirelynewcontext.It isbetterto relyonanintuitiveunderstand-
ingof economicproblemsratherthanonhighlysophisticatedproceduresofdoubtful
applicabilityin situationswherethebasicquestionsto bedealtwitharenotclear.
Simplicity,ratherthansophistication,isrequired.It is in thiscontexthatI regard
thispaperasanimportantstepin thedevelopmentofbasiceconomicanalytictools
fortheUDCs.
It is generallybelievedthatonlyin developedcountriescanpublicenterprises
beprofitableandin theUDCstheonlypurposeof publicenterprisesisto achieve
extra-economicbenefits.ThepointbroughtoutbytheanalysisofKhwajaSarmadis
thatwe neednot resignourselvesto acceptingeconomiclossesto obtainextra-
economicbenefits.If wecanidentifythecausesof thebadperformanceof public
enterprises,wemaybeableto providetheinputsrequiredtomakethemprofitable.
To beableto dosoweshouldbeableto assesswhichenterprisesneedhelp,i.e.we
needto formulatecriteriato assesstheperformanceofpublicenterprises.It should
bebornein mindthatwecannotassumethatthecriteriadevelopedin theWestwill
beequallyapplicableinsuchentirelydifferentconditions.







Of course,it is notquitesosimple.Everyratiowillhavesomelikelihoodof
misclassification,i.e. classifyinga knownhealthyenterpriseasunhealthyor vice
versa.It isnotto beexpectedthattherewillbeanyratiowhichwouldnotyielda
minormisclassification.Now,if anenterpriseis weakin someaspects,wewould
expecthatto showupin someratioandnotin others.If anenterpriseisweakin
manyaspects,wewouldexpecthatweaknessto showupin manyratios.Onthe
otherhand,a ratiois to beacceptedasa reasonablygoodmeasureonlyif it gives
veryfewmisclassifications.Followingthisprocedure,fourratioswereselectedas
the onesgivingthe leastmisclassificationa dmeasuringdifferentaspectsof the
healthof theenterprise.At presentonlythefirststepin thisdirectionis being
taken.As such,onlythemostcrudeassessmentcanbemade.Noattempthasbeen
madeto measurethedegreeof misclassification,or to incorporatetheweightage
of thevariousenterprisesin obtainingaveragevaluesof anyquantities.At thenext
step,of course,thesepointswouldneedtobestudied.In facttheimportanceof the
weightsto be attachedis alreadyclearin Table7 of thepaper.Whereasthegross
profitof all enterprisesaggregatedis positive,asis thevalueaddedperemployee,
theratiopresentedis negative.Thisis dueto equalweightshavingbeenassigned
to healthyandslackenterprises.Obviously,however,thebulkof thewealthis in
thehealthyratherthanin theslackenterprises.Theequalweightageleadsto the
paradoxicalresult.By suchastudy,onemayattemptoprovideanaverageindex







quitelikelythattheeffectisdueto aclassificationerror. Ontheotherhand,if an




measureof thedegreeof misclassificationa dtheweightsto beattachedto each
ratiowould,presumably,betterdefinehowto treatheseborderlinecases.
I havealreadypointedouttwodirectionsin whichfurtherworkneedsto be
done.Anotherdirectionisconcernedwithaninsightprovidedbytheanalysisinthe




clearthat in a high-inflationsituation,the third ratiomustbepreferred.Here
thestructureof inflationin theeconomyhasnotbeentakenintoaccount.Recent
work [1] showsthattherearefreshinsightsto begainedby takinga dual-sector
modelof inflationinPakistan.It wouldberelevanttoconsiderwhethertheinflation
structurenotedthereis not reflectedin thisanalysisof theprofitabilityof enter-
prises.Theamountof inflationtobeincorporatedandthewayit istobedealtwith
will beaffectedby itsdualnature.It isnotclearasyethowthisdiscountingshould





mendedfor theseenterprises.A comparativestudyof theratiosfordifferentUDCs
shouldprovidea deeperunderstandingof howthestructureof theeconomyasa
wholeaffectsthehealthof publicenterprises.It shouldbeemphasizedthatthisis
onlya firststep.Thereismuchroomforimprovementi themethodsusedinterms
of boththestatisticaltoolsandthecalculationprocedureusedfor discountingetc.
Thesefurtherstepswould,however,onlyrefinethebasicinsightsprovidedhere.
AssociateProfessor,
MathematicsDepartment,
Quaid-i-AzamUniversity,
Islamabad
AsgharQadir
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